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INTRODUCTION

The purpose of this Guide is to provide a
resource for local officials that will help
them gain a general understanding of local
government finance. This Guide should be
particularly useful to newly elected or ap-
pointed officials, especially those that serve
on a part-time basis in towns. It explains the
major aspects of municipal finance and also
provides a broad overview of the responsi-
bilities of the major participants in a town’s
financial management. It is important that
new officials, especially policy-makers,
appreciate the varied roles of the partici-
pants in municipal finance. With a good
grasp of the workings of town financial
functions, local officials will be in a better
position to make informed policy decisions.

Since a document like this cannot address
every aspect of local finance, we have also
included numerous references to other pub-
lications that will assist even the seasoned
official in gaining a more in-depth under-
standing of selected topics.

COMPLEXITY OF LOCAL GOVERNMENT

Learning the various aspects of local gov-
ernment finance can be a challenge for a
new municipal official. New and experi-
enced town officials alike can feel intimi-
dated, confused or overwhelmed by the
range and complexity of the issues before
them. In addition, local government officials
must be aware of a large number of issues
and opportunities in conducting their busi-
ness, from Proposition 21⁄2, which restricts
increases in local tax levies, to the Education
Reform Act of 1993, which establishes local
education spending requirements.

The way communities manage within the
context of these laws and regulations can
have significant impact on their financial

well-being. For example, many municipali-
ties and districts face difficult environmental
and public health issues such as capping of
municipal landfills, building waste-water
treatment facilities or making improvements
to water and sewer systems. Frequently the
manner in which a community copes with
these issues can have repercussions on the
community’s future financial health. In some
cases, state or federal aid may be withheld
or fines levied against communities that fail
to comply with state and federal laws. In
other situations grants, private funding and
other community resources are available to
public officials who are knowledgeable
about their availability.

CONSTANT COMPETITION FOR

MUNICIPAL BUDGET DOLLARS

In most communities there are constant
demands for new or expanded services.
In some cases these demands arise because
state and federal laws mandate spending in
certain areas — education, recycling, handi-
cap accessible buildings, or sewer treatment
facilities, for example. In other communities
demographic changes fuel demands by resi-
dents for new or improved services. For ex-
ample, U.S. Census data shows that the pop-
ulation groups of ages 5–19 years and 75+
years were the fastest growing populations
in Massachusetts between 1990 and 2000,
with growth of 12.5 percent and 20.3 percent,
respectively. With these population groups
demanding a significant share of municipal
services, the competition for municipal
budget dollars is likely to continue.

As the demand for services has grown, so
have municipal operating budgets. In fact,
even the smallest Massachusetts local gov-
ernments now have million dollar annual
budgets. Statewide, spending by local gov-
ernments has increased from $5.68 billion in
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FY81 to $15.25 billion in FY01, an increase
of 168.3 percent. When measured against the
rate of inflation (92.2 percent) over this same
period, however, the increase in real spend-
ing averaged only about 1 percent per year.
In other words, local governments have been
called upon to provide an ever expanding
range of services without a significant in-
crease in real revenue. However, it should
be noted that education, which is the single
largest expenditure for most municipalities,
receives substantial funding assistance from
the state.

GOVERNMENT BY THE PEOPLE

Local government in Massachusetts has
always been based on strong citizen partici-
pation. Often as communities grow and in-
troduce new services, one or more residents
is elected or appointed to oversee each new
service. Many of these officials serve their
town on a part-time or volunteer basis. As
a result, municipal government in Mass-
achusetts has traditionally been decentral-
ized, with separate officials or committees
responsible for various aspects of town
government.

NEED FOR A TEAM

MANAGEMENT APPROACH

Most of the issues facing local governments
today transcend the traditional boundaries
and responsibilities of any one department
or board. For example, issues such as man-
aging growth or protecting the local envi-
ronment can be addressed only through the
coordinated effort of several different parts
of town government. Similarly, good finan-
cial management requires coordinating the
expertise and individual efforts of numerous
town boards, committees and officials.

The changing nature of local government
services and the increasing complexity of
service delivery require that the various
town officials, boards and committees work
together more closely than ever before. This
includes the sharing of information and re-
sources so joint solutions can be developed
and implemented successfully. It means that
each municipality needs to operate as a
unit rather than as a collection of sub-units.
The need for cooperation and coordination
among the various players in town gov-
ernment is a recurring theme throughout
this Guide.

8 Introduction



1.1: WHAT ARE THE IMPORTANT

ELEMENTS OF MUNICIPAL

FINANCE?
The term “municipal finance” incorporates
a number of fiscal components, also called
systems, that exist within a town govern-
ment. These systems exist to determine how
local funds are to be spent, to ensure that the
funds are spent legally and in a manner con-
sistent with the original intent, and to con-
trol the collection of revenues that pay for
the services.

The principal components described below
exist in one fashion or another in virtually
every town in the Commonwealth. Some
municipalities have more clearly defined
and sophisticated systems, while in others
they may be barely evident. The level and
sophistication of the fiscal components need
not be tied to the size of the community. It is
important for each town to be able to define
and develop financial systems appropriate
to its own needs.

BUDGET PROCESS

The most common and recognizable finan-
cial system is the budget process. The mu-
nicipal budget is the means by which local
officials and town meeting decide how
and where available municipal funds shall
be spent.

In the most basic budget systems, forms
requesting funds are completed annually
by department heads and transmitted for
review to the selectmen and finance com-
mittee. The finance committee must then re-
port to the town meeting the committee’s
recommended sums of money for each de-
partment’s appropriation. An appropriation
is the town’s legally allocated sum of money
for a given department, or for the munici-

pality as a whole. Appropriations are de-
termined annually for the following fiscal
year, which is the 12-month period for
which revenues are collected and spent for
public purposes. In Massachusetts, the fiscal
year runs from July 1 through the following
June 30. Town meeting must vote to ap-
prove all appropriations for the upcoming
fiscal year in advance of setting a tax rate.
This collection of appropriations is referred
to as the budget.

The budget process, however, is not simply
the list of appropriations for a particular fis-
cal year. It is the entire set of steps by which
the final product, the budget document,
is created and managed.

A good budget process includes six well-
defined steps. The first is the planning step.
As part of this step, communities should
clearly define the time frame within which
each subsequent step should be completed.
A written calendar or time line distributed
to all players involved will inform them
of when their responsibilities are expected
to be fulfilled.

A key element of the planning stage is de-
veloping revenue and expenditure estimates
for the coming year so that local officials
understand the financial parameters within
which they must operate. It should be noted
that large portions of a town’s budget are
earmarked for fixed costs. The revenue esti-
mates should be developed by the town’s
financial officers and based on the follow-
ing: actual revenue collections of the prior
year; projections of current year’s revenues
based on year-to-date collections; and any
known or proposed changes (e.g., rate or fee
increases, overrides or debt exclusions) that
could affect revenues in the coming fiscal
year. On the expenditure side, estimates of
fixed costs should also be prepared. These
should include such items as debt service,
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insurance, contractual agreements and prior
year deficits that must be raised (e.g., snow
and ice, revenue and overlay deficits). The
combined revenue and fixed cost estimates
will give an indication of the amounts of
discretionary funding available to finance
operating budgets in the coming year.

Based on the amount available for opera-
tions, the selectmen and finance committee
should jointly develop budgetary guidelines
for departmental requests. This is the sec-
ond step in the process. These guidelines
should provide parameters to department
heads that will help them prepare budgets
that are compatible with the town’s financial
goals. For example, such guidelines could
state that budget requests are to be level
funded (or increased or decreased by a cer-
tain amount or percentage) unless the de-
partment head can demonstrate that addi-
tional expenditures will ultimately reduce
costs, enhance revenues or otherwise further
the financial goals of the community.

Once guidelines have been established, the
third step in the budget process is to distrib-
ute forms to the department heads so they
can prepare their budget requests. A good
budget request form will include space for
narrative descriptions of specific projects
covered under a budget request, as well
as a description of how the spending plan
relates to the overall goals and objectives
of the town. A budget request should show
a budget history including actual expendi-
tures from the prior years, year-to-date and
estimated year-end expenditures in the cur-
rent year, and the departmental request for
the ensuing year. It should also provide an
estimate of any revenues that may be gener-
ated, as well as explicit justification for any
new personnel or equipment. Presenting
this information in a common format will
provide reviewers with a meaningful start-
ing point for budget analysis.

The fourth step in a good budget process is
the review stage. Here the budget requests
are reviewed against the town’s pre-estab-
lished departmental guidelines. Budget re-
quests are always reviewed by the finance
committee, and should also be reviewed by

the board of selectmen and the board’s pro-
fessional administrator if there is one. As
part of this step, department heads, boards
or commissioners should be given an oppor-
tunity to explain their budget requests in
hearings with the finance committee, select-
men or administrator.

Once reviewed, the fifth step in the process
is for the finance committee to present the
budget to town meeting. Town meeting, as
the legislative body of a town, votes on the
budget and has the final say on the level of
departmental spending. After the budget is
approved, the sixth and final step is to mon-
itor the budget throughout the year. This
involves reviewing expenditures to make
sure they are consistent with the vote of the
town meeting, making sure budgets are not
overspent and monitoring receipts collected
to date. Monitoring actual performance
against the original budget can reveal prob-
lems early and give a town time to take cor-
rective action and avoid potential deficits.

The diagram (Figure 1) below depicts the
budget process described in the above
paragraphs.
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A good budget process is continuous. One
cycle overlaps with the next cycle, year after
year. The process starts in the early fall for
the following fiscal year (e.g., September for
the following fiscal year) with the planning
step and the establishment of guidelines.
Forms are often distributed to department
heads in October or November and are
returned to the finance committee, selectmen
or administrator in November or December.
The budgets are then reviewed in January
and February, with final recommendations
made in March or April for a spring town
meeting.

A good budget process is not simply a
mathematical task; it is the major policy-
making tool for the town. The budget
should clearly identify the town’s service
priorities. It should explain not only how
much money is to be spent for each service,
but how that money will be used and how
it will meet the goals and objectives of each
department. Most importantly, such expla-
nations should be provided in a way that
makes sense to the average voter. The bud-
get process is the foundation on which all
the other elements of municipal finance
are built.

CAPITAL PLANNING

The budget process just described is for
operating expenditures for each fiscal year.
However, every town must face some major
costs that have a multi-year impact on the
finances of the town. A capital item is usu-
ally something that has a high acquisition
cost but also has an economic life of several
years. Buildings, fire engines and dump
trucks are common examples of capital
items. Because of their expense and longer
life, towns should plan carefully and sched-
ule such acquisitions. A capital improve-
ment program is a methodical process by
which all the capital needs of the town are
identified, prioritized and scheduled for
acquisition. Obviously, the schedule must
consider the ability of the town to afford
such items. Most capital improvement pro-
grams plan for five or six years into the
future and schedule the acquisition of capi-

tal items sequentially in order to be least
disruptive to any given annual budget. The
greatest value of capital planning is that it
helps towns plan for their largest acquisi-
tions in a sensible and prudent manner that
considers all of the town’s capital needs,
annual appropriations and debt service.

DEBT MANAGEMENT

Debt management is the element of munici-
pal finance that deals with the town’s need
and ability to borrow money. In municipal
finance there is long-term and short-term
debt. Long-term debt is used for the acquisi-
tion of major pieces of capital equipment
and facilities (e.g. dump trucks, fire engines,
schools).

Towns must sometimes acquire a facility
or piece of equipment that is so expensive
it is preferable or necessary to pay for it over
several years. Towns wishing to borrow
money for extended periods of time issue
bonds to investors. The bonds are repaid
over time with interest. State laws regulate
the purposes for which towns may borrow,
and how long such loans may last. (See
M.G.L. Ch. 44, Secs. 7 & 8.) Towns that bor-
row long-term must plan such indebtedness
so they do not overextend themselves, yet
can still provide needed capital items. Com-
munities facing fiscal constraints may raise
funds for certain capital purposes above the
amount of their levy limit or levy ceiling
through a debt or capital outlay expenditure
exclusion. (See Section 2.2 of this Guide for
detailed discussion on levies, Proposition 21⁄2
and long term debt.)

Long-term debt is usually sold with the
assistance of bond counsel and a financial
advisor. It involves the preparation of a dis-
closure document, an application for a credit
rating and, usually, a formal sealed competi-
tive bidding process. However, for smaller
amounts a town may also explore selling
State House serial notes, which involves
issuing debt certified by DOR’s Bureau
of Accounts rather than a bank. State House
notes are usually easier to issue than long-
term bonds and typically have lower
issuance costs.
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The key to good debt management is to
carefully identify the town’s capital needs
and establish a prudent financing plan that
repays the loans over the useful life of the
item. In order to do this successfully, many
towns have created capital improvement
plans that span five or six years at a time.
Like budgets, capital improvement plans
must be updated continually.

Short-term debt is usually issued for a
period of less than one year, often in antici-
pation of a particular revenue source for the
town. The most common form of short-term
debt is tax anticipation notes or TANs. For
example, since property tax collections are
not received at the beginning of the fiscal
year, some towns borrow money in anticipa-
tion of collecting property taxes. Other types
of short-term debt relate to funds borrowed
prior to the issuance of long-term debt (bond
anticipation notes or BANs) or the receipt
of a state or federal grant (grant anticipation
notes or GANs). The borrowing provides
funds to begin a project and is repaid when
the long-term debt is issued or when grant
funds are received. State House notes are
often used for short-term borrowing.

Short-term debt can be managed by ensur-
ing that the monies borrowed do not exceed
the revenue source used as repayment.
Short-term debt is best managed with the
establishment of cash management prac-
tices, such as a cash-flow budget, in which
the expected revenue and expenditure flow
of the town is divided up on a monthly
basis so that cash surpluses and deficits
can be clearly identified. In addition, towns
that issue tax bills on a quarterly basis tend
to see a reduction in TAN borrowing and
associated interest costs.

TREASURY OPERATIONS

Treasury operations involve the procedures
by which money is collected, deposited into
a bank, invested while held by the town and
disbursed to fund the operations of town
government. It is important that prudent
procedures exist for each of these actions in-
volving movement of the taxpayers’ money.

As is the case with all significant service
contracts, banking services should be
acquired through a competitive procure-
ment process. Some towns pay banks for
their services through fees charged by the
bank. Other towns pay no fees but leave
a certain balance of funds in a non-interest
bearing account, letting the foregone interest
income act as compensation to the bank.
This latter form of payment is called a com-
pensating balance. It is important for the
town to estimate the cost of a compensating
balance to ensure that the interest income
lost is roughly equivalent to the fees that
would otherwise be levied by the bank.
A compensating balance law exists that
requires treasurers who enter into these
agreements to submit the details to DOR.

Since money has a time-related value, towns
must manage their cash as efficiently as pos-
sible. The goals of cash management are to
collect money due to the town as quickly as
possible and to deposit and invest it as soon
as possible in an instrument that is safe and
produces maximum return. Disbursements
should not be made any earlier than neces-
sary so interest income can be maximized.

FINANCIAL REPORTING

Timely financial reports are a valuable tool
for monitoring the finances of a municipal-
ity. They provide information that shows
how the community’s funds were collected
and expended and allow the community
to compare actual financial performance
with the intentions and expectations of the
government’s budget as originally voted.

A good accounting system is the basis for
meaningful financial reports. The basic
accounting system consists of a general
ledger, general journal and detailed sub-
sidiary ledgers for revenues and expendi-
tures. It is very important that these records
be maintained and kept up to date, because
it is from these records that appropriations
and revenues are monitored and various
financial reports prepared. Some financial
reports that are of interest to public officials
include a balance sheet, Schedule A and
audited financial statements.

Valuable data are available
from the DLS Municipal
Data Bank in both electronic
format and hard copy.
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A balance sheet is the report that shows a
community’s financial position at the end
of the fiscal year. It summarizes account bal-
ances of assets, liabilities, and fund equity
and is used by DOR in calculating a com-
munity’s free cash. (See Section 2.3 of this
Guide for more information about free cash.)

The Schedule A is a statement of revenues,
expenditures, fund balances and other fi-
nancing sources and uses. This report, pre-
pared at the end of the year for the recently
past fiscal year, is sent to DOR, and its infor-
mation is entered into the Municipal Data
Bank. Information from the Schedule A is
utilized by the Legislature, Federal Bureau
of Census and local government officials
interested in analyzing the scope of services
provided and in making policy decisions.

Audited financial statements are a set of
financial reports prepared by a community’s
finance officials that are audited by an inde-
pendent certified public accountant. The
purpose of an audit is to determine whether
or not a town’s financial statements present
accurately the financial position of the com-
munity as of the balance sheet date, and
the results of its operations for the year just
ended. Some of the reports included in
audited financial statements are: a combined
balance sheet; a combined statement of rev-
enues, expenditures and changes in fund
balance; and a combined statement of rev-
enues and expenditures (budgeted and
actual).

There are national standards for such reports.
The Governmental Accounting Standards
Board (GASB) promulgates accounting stan-
dards that are accepted nationwide. In
June 1999, GASB issued Statement No. 34,
Basic Financial Statements — and Manage-
ment’s Discussion and Analysis — for State
and Local Governments. This statement,
known more commonly as GASB 34, is con-
sidered by many to be a significant change
in governmental accounting. The Common-
wealth of Massachusetts has adopted many
of these standards for its own Uniform Mu-
nicipal Accounting System (UMAS). It is im-
portant that all financial reports be prepared
in a standard format that facilitates greater

and easier understanding of the reports by
state and federal officials and others (e.g.,
banks and municipal bond buyers). It is
likewise important that financial reports be
prepared in a consistent manner and be
available on a regular and a timely basis.

In addition to the financial reports that are
required to be filed with the DOR, towns
and school districts are required to file cer-
tain reports with the Department of Educa-
tion. The principal report is the End of Year
Pupil and Financial Report, which details
prior year revenues and expenditures and
contains current year budget spending. This
report plays an important role in determin-
ing compliance with and the spending re-
quirements of the Education Reform Act of
1993. (See Section 10.3 for more information
on End of Year Pupil and Financial Report.)

The town accountant should also prepare
interim financial reports during the fiscal
year. Interim financial reports allow local
officials to compare their actual financial
status to their projected financial situation
(budget vs. actual, year-to-date revenues
and expenditures). Interim financial reports
are the principal means by which local offi-
cials can monitor an annual budget during
the fiscal year. They provide information
necessary to alert management to potential
fiscal problems.

ASSESSMENT ADMINISTRATION

Another critical element of municipal
finance is assessment administration. The
single largest source of revenue for towns
is the property tax, levied on local property
according to values determined by the
board of assessors. The assessing function
is the process by which the value of prop-
erty is determined for taxation purposes.
This function will be discussed further
in Section 6 of this Guide, which addresses
the role of assessors.

PURCHASING

A considerable portion of municipal spend-
ing consists of the purchase of supplies and
materials. As a result, the purchasing func-

DOR has a Municipal
Calendar available to
highlight key reporting
deadlines.
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tion is a key element in a community’s
financial management system. The goal
of the purchasing function is to ensure that
quality goods and services are procured at
the lowest possible price. The key elements
of purchasing include: setting standards and
specifications for the procurement of goods
and services; soliciting quotations and ana-
lyzing them; awarding bids; receiving goods
and services; and paying for purchases.
Generally, the purchasing function is per-
formed either on a centralized or decentral-
ized basis, which is determined by the
town’s chief procurement officer.

Towns can also take advantage of bulk rate
discounts available under blanket vendor
contracts with the state. Blanket contracts
allow purchasing agents to buy specific
goods and services at a pre-determined price.

Decentralized purchasing occurs when each
department of town government has the
responsibility for procuring the goods and
services authorized in its annual budget.
Centralized purchasing occurs when the
responsibility for purchasing for all depart-
ments is vested in one department known
as the purchasing agent (often the account-
ant’s office in small towns). One of the pri-
mary advantages of centralized purchasing
is that the purchasing agent can coordinate
the purchase of goods among departments.
For example, if three separate departments
want to purchase copy paper, rather than
soliciting three separate bids (as would occur
on a decentralized basis), the purchasing

agent can assemble one bulk order in an
effort to realize volume discounts.

Another advantage of centralized purchas-
ing is that it facilitates budgetary control.
Any requests for the purchase of supplies
and materials are submitted to the purchas-
ing agent on a purchase order form. The
purchasing agent can then make sure that
a departmental request for particular goods
or services is authorized by the budget and
that sufficient funds are available for its pur-
chase. While state law does not specify how
a municipality must organize itself to con-
duct purchasing (i.e., centralized versus
decentralized), it does contain certain re-
quirements. Most purchases of goods and
services are governed by M.G.L. Ch. 30B,
the Uniform Procurement Code. The pro-
curement code is administered and overseen
by the Massachusetts Inspector General.

1.2: WHAT ARE THE MAJOR

REVENUE SOURCES AND

MAJOR EXPENDITURES FOR

LOCAL GOVERNMENTS?
The implementation of Proposition 21⁄2 lim-
ited the property tax as a revenue source for
Massachusetts municipalities. Statewide, the
property tax continues to generate about half
of local revenues. Generally, state aid rep-
resents more than a quarter of all revenues,
followed by local receipts (motor vehicle
excise, utility fees, local permit and license
fees, etc.) and available funds (free cash and
other reserves).

DOR’s Municipal Data Bank
has historical data on state-
wide revenue and expendi-
ture trends and can provide
data comparing a given
community with either
neighboring or similar
communities.

Revenue and Expenditure
Components: Typical
Massachusetts State 
Totals
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Revenue Components Figure 2
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Expenditure Components Figure 3
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The major expenditure for most municipali-
ties is education. Fixed costs, such as health
insurance and other benefits, now represent
the second largest spending municipal cate-
gory, followed by public safety (police, fire,
etc.) and public works.

1.3: WHAT IS GASB 34
AND WHY IS IT IMPORTANT TO

GOVERNMENTAL ACCOUNTING?
GASB 34 is intended to make state and local
government annual financial reports easier
to understand and more useful to a wider
range of users. New requirements include:

• reporting on the overall state of the
government’s financial health;

• providing more complete information
on the cost of service delivery;

• including information about public
infrastructure assets; and

• preparing an introductory narrative
analyzing the government’s financial
performance.

GASB 34 takes effect in FY02 for govern-
ments where FY99 revenues were greater
than $100 million; in FY03 where FY99 rev-
enues were between $10 million and $100
million; and FY04 where FY99 revenues were
less than $10 million. Certain statement pro-
visions take effect in later fiscal years.

In September 2001, the Division of Local
Services issued A Practical Guide for Implemen-
tation of GASB 34 for Massachusetts Local Gov-
ernments. This guide provides local financial
officials with an outline for implementation
and the conversion from the present munici-
pal framework of the Massachusetts munici-
pal financial statutes and practices.
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No discussion of municipal finance would
be complete without an understanding of
the special fiscal relationship that exists
between the state and local governments.
As a matter of law, each town is considered
a “political subdivision of the Common-
wealth.” The state prescribes the powers
and responsibilities of local government.

2.1: WHAT IS THE LEGAL

FOUNDATION OF MUNICIPAL

FINANCE?
The legal foundation of municipal finance
is found in the Massachusetts General Laws.
The Department of Revenue’s Division of
Local Services (DLS) publishes a compen-
dium of the statutes relevant to municipal
finance in its Laws Relating to Municipal
Finance and Taxation.

The General Laws of the Commonwealth
are supplemented by numerous court deci-
sions, agency regulations, guidelines and
interpretations. Copies of current regula-
tions, guidelines and interpretations can
be obtained from the administrative agency
that promulgated them; regulations are also
available from the State House Bookstore
in Boston.

2.2: WHAT IS PROPOSITION 21⁄2?
Proposition 21⁄2 (M.G.L. Ch. 59 Sec. 21C),
which was passed by Massachusetts voters
in November of 1980, places a limit on the
amount of property taxes a community can
levy each year. Proposition 21⁄2 establishes
two types of restrictions on the annual prop-
erty tax levy. First, a community cannot levy
in excess of 2.5 percent of the total full and
fair cash value of all taxable real and per-
sonal property in the community. This limit
is referred to as the levy ceiling. Second,
a community’s levy is constrained in the

amount it may increase from one year to the
next. The maximum amount a community
can levy in any given year is called the levy
limit. The levy limit will always be below
or at most equal to, the levy ceiling. It may
not as a rule exceed the levy ceiling.

Under Proposition 21⁄2, a community’s levy
limit increases each year by two factors: an
automatic increase of 2.5 percent over the
prior fiscal year and any increase in valua-
tion that is not the result of property reval-
uation. This so-called new growth increase,
which varies from year to year, recognizes
that new development often results in addi-
tional municipal costs. For example, the con-
struction of a new residential subdivision
could cause an increase in school enroll-
ment, public safety and other public service
costs. (See Section 6.5 of this Guide for fur-
ther discussion about new growth.)

Proposition 21⁄2 does provide a community
with the flexibility to levy more in taxes
than would otherwise be permitted under
its levy limit. However, with a few excep-
tions, these additions must be approved by
a voter referendum. The law establishes two
types of tax increases: overrides and exclu-
sions. It also sets out the procedures a com-
munity must follow in pursuing one or both
of these increases.

Communities have the option of passing
an override to obtain additional funds for
annual operating budgets and fixed costs,
although they may be used to fund any mu-
nicipal expense. An override increases the
community’s levy limit for the fiscal year
and becomes part of the base for calculating
future years’ levy limits. The result is a per-
manent increase in the amount of property
taxes a community may levy. The override
may be for any amount, so long as the new
levy limit, including the override, does not
exceed the overall levy ceiling. An override

• What is the legal
foundation of municipal
finance?

• What is Proposition 2 1⁄2?

• What is free cash?

• What is the Cherry Sheet?

• What are the major Cherry
Sheet accounts?

• Why is the Tax Rate
Recapitulation Sheet so
important?

• What is the pension
reserve fund and what is
its purpose?

• What is the maximum
amount of revenue towns
can realize from fees,
licenses and permits?

• What is a stabilization
fund and how can it be
spent?
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